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OUR MONETARY EQUILIBRIUM 1 

TWO months ago a political convention met in this city to 
nominate candidates for president and vice-president, and 
after struggling a day and a night over the monetary plank of its 
platform, it decided to say nothing whatever on the subject. This 
action was equivalent to saying that the standard of value is no 
longer a matter of dispute. Monetary equilibrium has returned 
to us after a disturbance of more than forty years. This is merely 
saying that mental equilibrium has been restored on the subject 
of money, for the disturbance has been psychological and soci- 
ological rather than economical. Every person in his individual 
capacity, in his own oiKovofua, has always preferred gold to irre- 
deemable paper; but multitudes in their collective capacity have 
preferred the latter to the former and by carrying this preference 
into their political action caused the disturbance. The dispute 
has been a difference of opinion as to the meaning of the word 
dollar, some holding that it signified a fixed quantity by weight of 
the metal gold, while others contended that it meant also the gov- 
ernment's stamp impressed upon various things. 

In this prolonged contest the borrowing and lending sections of 
the Union were arrayed on opposite sides, as was shown by the 
votes which they cast. The states having a relatively dense popu- 
lation and concentration of capital adhered to the gold standard. 
They accepted irredeemable paper as a temporary necessity, but 
were inflexibly opposed to any lasting change in the definition of 
the dollar. Those states in which contrary conditions prevailed 

1 Read before the Section of Economics, International Congress of Arts and 
Science, Universal Exposition, St. Louis, Sept. 24, 1904. 
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were in favor of cheaper materials for the making of money, be- 
cause they thought that money would thus be more easily obtain- 
able. A relatively small number of instructed persons, not be- 
longing to any particular section or party but distributed among 
all, held a balance of power and a preponderating influence. In 
all the vicissitudes of the contest they were able to count upon the 
executive branch of the government, which held the legislative 
branch in check on some critical occasions. 

The legal tender act of 1862, an incident of the Civil war, first 
unsettled people's minds on the question: what is a dollar ? There 
was no such question under debate previously. We had had con- 
troversies in plenty about bank notes, but nobody had imagined 
that a piece of paper was real money or could ever be made such. 
The distinction between paper promises and real money was 
sharply denned and was kept alive by frequent bank failures and 
by the numerous "bank-note reporters," which were used in busi- 
ness circles to distinguish between notes that were at par and 
those that were at a greater or less discount. 

In 1862 there came into the hands of the people a new kind of 
paper currency called greenbacks, which seemed to be at par, al- 
though they were actually at a discount. The average citizen, 
unless he was a dealer in money or was engaged in foreign trade, 
did not observe the discount. He perceived that the greenbacks 
would pay his debts and buy the things he wanted. If the prices 
of commodities were somewhat higher than before, they affected 
both his sales and his purchases. If he had a fixed income or was 
a wage earner, and if his receipts did not keep pace with his ex- 
penses, he thought that the difference was caused by the war. So 
the definition of the dollar underwent a gradual change in the 
common mind. Instead of being a fixed quantity of metal it 
might be the government's promise to pay the same at an indefi- 
nite future time. Five years after the end of the war this new 
definition received the sanction of the supreme court both as a 
legal and as an economical proposition. When the court declared 
that 25.8 grains of coined gold was in no sense a standard of a 
dollar, it gave a footing and a license in Congress and on the 
hustings to every possible vagary in finance. Congress, in 1874, 
availed itself of the court's permission to pass a bill increasing the 
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amount of greenbacks then existing. But fortunately it was 
stopped by a presidential veto, which caused the party in power to 
turn suddenly about and pass a specie resumption act. This veto 
was the pivot upon which our financial policy turned; for, although 
without it we should have found our true path eventually, it would 
have been after a longer period and a more painful experience. 

The resumption act was passed to meet a political rather than 
a financial exigency. The party in power was rent in twain by 
the veto of the inflation bill, and the only way for the fragments 
to come together again was for Congress to accept the president's 
platform. It was a case of Mahomet and the mountain. If the 
president would not agree to inflation, then Congress must agree 
to resumption. That it did so with reluctance was proved by sub- 
sequent events. General Bristow, then secretary of the treasury, 
informed me that it was with much difficulty that Senator Sherman 
was brought to the support of a resumption policy. Mr. Sherman 
was a man of clear and sane ideas on finance, but of extreme tim- 
idity in facing hostile votes in his own state. His hesitation in 
adopting the policy of resumption in 1875 was indicative, not of 
any misconception in his own mind, but of much misconception 
in the public mind, which manifested itself in the House two years 
later by the passage of a bill to repeal the resumption act alto- 
gether. This bill failed in the Senate by only one vote. Failing 
to repeal the resumption act outright, Congress passed by large 
majorities a bill to forbid the retirement of the greenbacks, whose 
redemption the resumption act had provided for. It was com- 
monly believed that the retirement of the redeemed greenbacks 
would cause contraction of the currency. The fact was overlooked 
that the gold with which the greenbacks were redeemed would 
lake their place in the circulation, in the form of coin or certifi- 
cates, so that there would be no contraction. 

Doubts existed as to the ability of the treasury to resume on the 
appointed day, notwithstanding a slow but persistent decline of 
the gold premium. These doubts were felt even by men in the 
higher ranks of finance, and some Wall Street capitalists lost 
large sums of money by speculating on a speedy exhaustion of 
the government's redemption fund. The saying of an influential 
banker, who was not a speculator, that he would give a large sum 



4 POLITICAL SCIENCE QUARTERLY [Vol. XX 

to have the foremost place in the procession at the door of the 
sub-treasury on resumption day, was widely repeated and gen- 
erally approved. These doubters had failed to give due weight to 
events which were lowering the gold premium independently of 
the action of the treasury and which would soon have extinguished 
it altogether, even if no resumption act had been passed. Given 
a fixed sum of depreciated currency in a growing country, the 
demand for the circulating medium increases pari passu with 
population and wealth, and augments the value of the currency 
by the law of supply and demand. Secretary Boutwell was right 
when he said, in 1871, that the country would grow up to the 
volume of the greenbacks, and that the gold premium would dis- 
appear in obedience to natural causes. Although he was right, 
neither he nor anybody else imagined that the growth of business 
would overtake the volume of the greenbacks within eight years. 
That it did so may be reasonably inferred from the fact that the 
gold premium disappeared before the date fixed for resumption 
and that when the redemption bureau was actually opened scarcely 
any gold was called for. But the danger which menaced the 
cause of sound money during the interval (1871-1879) was not 
economical. The real danger was that public opinion would de- 
mand, and Congress would vote, an addition to the volume of 
greenbacks. And if Congress should vote for one such incre- 
ment there would be no assignable limit to future additions. 

Specie resumption was followed by a period of great prosperity, 
which would soon have extinguished all differences of opinion 
touching the definition of the dollar and would have brought 
about the desired equilibrium in 1879, but for an unexpected cir- 
cumstance. Between the passage of the resumption act and its 
execution the gold price of silver fell ten per cent in the market. 

This was an unheard of phenomenon in the modern world. 
Various causes were assigned for it by experts and ignoramuses, 
by economists and politicians. Some said that it was due to the 
great output of silver from the Comstock mines; others, that it 
was a consequence of the lessened demand for silver in India. 
Still others thought that it was caused by the demonetization of 
silver by Germany. Some even contended that our demonetiza- 
tion act of 1873 was at the bottom of the trouble. Official in- 
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vestigations were made in various countries, including our own, 
which yielded scanty results. 

We can see now that all of the foregoing reasons were either 
half-truths or wholly erroneous. Forty per cent of the product 
of the Comstock mines was gold. The surplus of silver was, there- 
fore, only twenty per cent of the total output. The difference was 
too small to account for the disturbance. 

The demonetization of silver by Germany was not a vera causa. 
It was itself the result of something else. A nation does not take 
the trouble to change its standard of value without good reason. 
It does not incur the expense of recoinage and suffer heavy loss 
by the sale of the discarded metal from mere caprice. The les- 
sened demand for silver in India was likewise an inadequate ex- 
planation. If it were due to a gradual substitution of gold for 
silver, both for money and for ornaments, it was akin to what 
was going on in Germany, i.e. it signified a change in the public 
demand and the public taste. If due to a bad harvest and conse- 
quent poverty, these were events of frequent occurrence in India. 
Why had they not affected the relative values of the two metals 
before? As to our own demonetization act, we had no silver at 
that time to demonetize and throw on the market. Moreover the 
passage of the act was not generally known until after the great 
decline of silver had taken place. It was the latter event that 
first drew attention to the former. 

Looking at the phenomenon from the superior standpoint of 
the present day, we can see that the great decline of silver that 
began about the year 1871 was due to uncontrollable commercial 
causes, which the governments of Europe and America could not 
have resisted even if they had tried. Gold had been the real 
standard of value in the civilized world long before. As the 
metal most acceptable and most convenient for the settlement of 
international balances, it had become the cynosure of the trading 
community. Every drawer and receiver of a bill of exchange had 
his mind fixed upon gold when drawing or receiving it, even 
though the bill itself were payable in silver. Hamilton observed 
this fact as existing in our own country in the latter part of the 
eighteenth century. England had been under the single gold 
standard twenty-four years before she became conscious of the 
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fact and gave legal sanction to it. Germany was in the same situ- 
ation long before 1871, although legally under the single silver 
standard. Under such conditions it was inevitable that whenever 
circumstances should impel the nations to overhaul their monetary 
systems they should adopt the single gold standard, thus making 
the law conform to the fact. Circumstances impelled Germany 
to reform hers in 187 1, and she took the inevitable step. Her act 
was not the cause of the decline of silver in the early seventies, 
but was rather the sign and symptom of a commercial movement 
which was working with irresistible force in Germany and every- 
where, and had been signalized some years earlier by the Paris 
Monetary Conference of 1867. 

But whatever may have been the causes of the phenomenon, it 
took place in our own country at a most unfortunate time, in the 
midst of a monetary and political crisis, when it could produce 
the greatest confusion by freshly unsettling the public mind and 
breaking the peace that had been nearly won by the passage of 
the specie resumption act. 

Europe did not wholly escape this disturbance ; but in Europe 
the task of dealing with it was assigned to a small group of ex- 
perts in each country, the mass of the population taking no in- 
terest in it even if they were aware that anything unusual had 
happened. The same course of proceeding would have been fol- 
lowed here if circumstances had been the same. All of our pre- 
vious coinage legislation, from that of 1792 establishing the mint 
to that of 1873 demonetizing silver, had been the work in each 
instance of a few experts, the mass of the people giving no thought 
to the matter. The same popular apathy would have existed in 
1876-78 regarding the decline of silver had not public feeling been 
already inflamed over the greenback question. But for this spe- 
cial and temporary excitement we should have contemplated the 
decline of silver in the same way that other civilized countries did. 
We should have congratulated ourselves that we had no stock of 
that metal on hand upon which a loss must be incurred. We 
should have been thankful that the demonetizing act of 1873 na d 
been passed in time to prevent us from sharing the embarrassments 
of France, Germany and India. Our monetary equilibrium 
would have been reached when specie payments were resumed in 



No. i] OUR MONETARY EQUILIBRIUM 7 

1879, and we should now have four or five hundred millions more 
gold and less silver in circulation than we actually possess, since 
all of our silver certificates might have been gold certificates if 
Congress had so willed. 

Two matters of importance, both incidental to the Civil war 
and contributing to our monetary equilibrium, remain to be men- 
tioned. First, the national banking system. The public records 
show that Secretary Chase adopted this plan as a means of selling 
bonds and procuring money for the war, but that it had no per- 
ceptible effect in that way. To recast the banking system of a 
nation requires time, even when one knows how to go about it and 
has all power in his hands. Mr. Chase's modus operandi was 
defective, and he did not have unlimited power. The plan con- 
templated that all banks should secure their circulating notes by 
government bonds deposited in the treasury, but the federal tax 
which eventually compelled them to do so was not enacted until 
the beginning of 1865 and was not put in force until after the war 
was ended. Consequently no bonds were bought for this purpose 
during the progress of the war, except a mere bagatelle taken by 
the voluntary action of a few banks. Nevertheless the new bank- 
ing system was and remains a gigantic success for banking pur- 
poses and a great bulwark of our monetary stability. So far as it 
supplies us a currency, it supplies one that is at par everywhere. 
It organizes credit and vitalizes the productive capital of the 
country admirably. It does not, however, supply a circulating 
medium to the extent that its resources and reputation would jus- 
tify. Of $2,500,000,000 now circulating, national bank notes are 
only $432,000,000 — about one-sixth of the whole, and little more 
than one-half of what the law authorizes the banks to issue. The 
bank note circulation does not keep pace with the country's growth 
in population and trade, and since all other fiduciary circulation is 
limited by law and has reached its limit, further expansion will 
be mainly by means of gold certificates. 

This brings us to another incident of the war period, which has 
proved to be a great convenience and an aid to monetary equilib- 
rium. The law authorizing the treasury to receive deposits of 
gold and to issue certificates therefor of $20 and upward was 
passed in 1863. In the panic of 1893 the greenback redemption 
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fund was reduced below $100,000,000. The law required that 
the issuing of gold certificates should be suspended whenever that 
condition existed. For some unexplained reason the treasury 
officials thereupon treated the law as though it were repealed, and 
refused to resume operations under it when the gold reserve was 
replenished. Congress accordingly re-enacted it in the year 1900, 
at which time the amount of old certificates outstanding (held 
mostly by banks for clearing house purposes) was $228,000,000. 
The volume of certificates has since increased by leaps and bounds. 
It is now above $500,000,000 and is still growing, and most of the 
increment has gone into general circulation, in obedience to a 
demand for a paper medium of exchange that could not other- 
wise be satisfied. 

While nothing of this kind was contemplated by Congress in 
the original enactment of the law, it must be regarded as most 
fortunate in two particulars. It has contributed to cure the prime 
defect in the national banking system — the rigidity of its note 
issue — and has saturated the currency with gold. Each new 
certificate is a prop to our monetary equilibrium, since it increases 
the proportion of gold to the credit circulation. That proportion 
at the present time, counting only the gold in sight, is as 66 to 100, 
being about the same as that of the Bank of England. Our pro- 
portion would be even greater than it is if gold certificates could be 
issued of lower denominations than twenty dollars. There is no 
valid reason why ten- dollar certificates should not be issued. 
They are greatly needed now, the treasury being unable under 
present laws to meet the public demand for the smaller denomina- 
tions in any kind of paper circulation. Of course, gold eagles, 
halves and quarters can be had without limit as to quantity, but 
our people do not like to carry metal in their pockets, except for 
small change; moreover the frequent handling of gold involves 
waste and loss by abrasion. The very next reform in our money 
system should be the lowering of the denominations of gold cer- 
tificates to ten dollars, both as a public convenience and as a 
further support to our monetary equilibrium. 

What we mean by monetary equilibrium is a state of absolute 
confidence that every dollar in circulation, whether of paper or of 
metal, is the equivalent in the hands of the holder of 25.8 grains of 
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standard gold. Have we reached that state of confidence? If 
not, how far do we still come short of it ? 

Probably ninety-five per cent of our people are perfectly satis- 
fied on that point now. Yet the remaining five per cent think 
that there is still some room for doubt. They know that the con- 
tinued redemption of the greenbacks depends upon the will of 
Congress, and they remember that only ten years ago Congress 
refused to do anything whatever to replenish the redemption fund 
when the treasury was only two days removed from bankruptcy. 
What protects us against a similar crisis hereafter ? 

I have already alluded to the action or non-action of the St. 
Louis Convention, which assures us that no political party now 
calls in question the standard of value. This is perhaps the strong- 
est guarantee we could have against a recurrence of the crisis of 
1893, but our position has been improved in other ways. The 
act of March 14, 1900, increased the gold reserve for the redemp- 
tion of legal tender notes by fifty per cent and provided for its 
replenishment in case of need, and it made the notes expressly re- 
deemable in gold, whereas they had previously been redeemable 
in "coin." It separated the fiscal from the currency transactions 
of the government and prohibited the use of the gold reserve for 
any other purpose than the redemption of notes. But it author- 
ized the secretary of the treasury to pay the notes out again "to 
purchase or redeem any bonds of the United States, or for any 
other lawful purpose the public interests may require, except that 
they shall not be used to meet deficiencies of the public revenues." 

Now a deficiency of the public revenues cannot be judicially 
ascertained without a standard of a full or non-deficient revenue. 
The law does not supply such a standard. Apparently a defi- 
ciency means a shortage of ordinary income as compared with 
ordinary expenses during one fiscal year, regardless of any pre- 
existing surplus or deficit in the treasury. But there are extraor- 
dinary expenses and extraordinary receipts in time of peace and 
still more in time of war. Where is the line to be dr,awn which 
shall separate the ordinary from the extraordinary? A little re- 
flection will show that this saving clause in the act of 1900 is 
meaningless or, at most, only advisory. The secretary of the 
treasury must determine for himself whether a deficiency of the 
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public revenues does or does not exist at any time. In other 
words the paying out of redeemed greenbacks is optional with 
him, as it was before. This is a defect in the law which ought to 
be cured by an explicit proviso that legal tender notes presented 
for redemption shall not again be put in circulation except in ex- 
change for gold deposited in the treasury by private persons. 
Thus the reissued greenbacks would be gold certificates in fact, 
although not in form; and in time public opinion would require 
that the form be changed so as to correspond with the fact. 

Are our silver dollars to be considered a source of anxiety? 
Theoretically they are. They are a part of the fiat money of the 
country. They are like the greenbacks in all essentials. They 
circulate by virtue of the government's stamp, and the government 
accepts them in all payments to itself. There are $576,000,000 of 
them, $70,000,000 being in circulation as coin and the remainder 
as certificates. The field of retail trade has been practically re- 
served for them by law, and the growth of the country has been 
so rapid that the redundancy of 1894 has become a deficiency in 
1904. There is not enough currency of denominations under 
ten dollars now to meet the legitimate demands of trade, and while 
this condition lasts the silver dollars must be at par, just as the 
subsidiary coins are. True, the latter are redeemed at the front 
door of the treasury, but the dollars are redeemed at the back 
door, in the custom house and in the tax office. That a real 
danger once existed from silver coinage was proved by experience, 
but it seems to have passed away. It should not be forgotten, 
however, that the government paid $464,000,000 gold for the 
bullion from which these needless dollars were manufactured. 
This was an unnecessary expense. It is possible eventually to 
recover this $464,000,000 without throwing any silver on the mar- 
ket. A bill is now pending in Congress with the approval of the 
secretary of the treasury to convert silver dollars into subsidiary 
coins as fast as the latter are needed. The annual increment of 
subsidiary silver required by the growth of population and of 
retail trade is about $5,000,000. If the policy is adopted of re- 
coining the dollars into smaller pieces instead of buying new 
bullion therefor, the government will finally get back the money 
that was expended under the Bland and Sherman acts. Gold 
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will flow in to fill the vacuum, and Congress can regulate the de- 
nominations of gold certificates to meet the public convenience. 

May we not have too much gold in our circulation for the eco- 
nomical working of trade and industry? Of course our solvency 
can never be impaired by having an excess of it, but gold is capital. 
It is the product of labor, and the country may be compelled to use 
more of it than is really needed for effecting its exchanges and 
guaranteeing the soundness of its credit instruments. Credit 
dispenses with the use of capital to an incalculable extent. It is 
a labor saving machine of immense value, and it is not to be sup- 
posed that we have yet seen the last of its devices or that we have 
exhausted its utility. It does not fall within the scope of my 
theme to consider plans for bettering our bank note system so 
that it shall keep pace with the growing demands of trade, but 
such plans cannot be postponed forever in the face of a decreas- 
ing public debt and an increasing price of government bonds. 
If in the meantime we take more gold than is really needful into 
our circulation, that certainly involves some waste of energy, but 
of all financial evils it is the one most easily cured. 

Although the greenback and the silver dollar are not a present 
cause for anxiety, all fiat money is objectionable, because it is a 
noxious microbe capable of multiplication. It would be best to 
remove it, so that its evil example may not be before the public 
eye to lure us astray in some future emergency. 

It is needless to say anything to this assemblage about the ad- 
vantages of monetary peace as contrasted with the turmoil through 
which the nation has struggled during the past forty years. All 
the reasons which exist for having any kind of money are reasons 
for having a good kind. It is the agreement of mankind which 
makes it good; and when we disagree about the definition of the 
dollar, we are plunged in doubts and fears, confidence and credit 
are impaired, enterprise is chilled, business partakes of the nature 
of gambling, widows and orphans are defrauded, labor is deprived 
of its just reward, and civilization sinks to a lower stage. All 
these conditions have been within the nation's recent experience. 

To sum up: we may say that once upon a time the nation lost 
its financial pathway by accident and after wandering forty years 
in the wilderness regained it by a process of self-education. Dur- 
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ing all its wanderings, however, it never repudiated nor failed to 
keep any contract that it had made. It has met both principal 
and interest of its bonded debt in the times and manner agreed 
upon, and has never imposed any tax thereon or allowed any in- 
ferior authority to do so. For all this it reaps its reward in the 
highest credit that any country ever enjoyed. There are £ome 
minor problems of finance yet to be solved, but since they may 
now be approached without passion we may fairly expect that 
they will be solved rightly and in good time. Let us hope that 
we have learned the cardinal principle of finance, viz., that the 
monetary standard is established in the first instance by the tacit 
agreement of mankind, which it is the duty of the statute law to 
recognize, ratify and enforce, not to resist, counteract or annul. 

May we confidently predict that the lessons of the past will not 
be forgotten and that the monetary equilibrium will never again 
be disturbed? Alas, history teaches that such lessons gradually 
fade from the public mind. Our colonial experience with bills of 
credit did not prevent the revolutionary fathers from following the 
same disastrous policy, nor did their example prevent us from 
repeating the experiment. Moreover, President Grant's veto of 
the inflation bill did not prevent Congress from passing another 
one sixteen years later, which was not vetoed and which was at- 
tended by disastrous consequences. But history teaches also 
that such disturbances of the monetary equilibrium usually have 
their beginning in a state of war. The colonies issued bills of 
credit in the first instance for war purposes and afterwards for 
other purposes. The revolutionary fathers did the same, and we 
also did the same. The teaching of history, therefore, is that if 
we would avoid the grossest financial errors of the past we should 
avoid as much as possible the direful curse of war. Perhaps no 
teaching could be more salutary to mankind. 

Horace White. 

New York City. 



